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ABSTRACT 
 
 
 
 
Mortgage for financing house construction is essential for the attainment of 
homeownership in Nigeria. This research evaluated the perceptions of potential 
homeowners on mortgage financing in terms of attitude towards it, subjective norm, 
perceived behavioral control, religiosity and knowledge of mortgage financing and 
determined how these perceptions influence intention of using mortgage in financing 
house construction in Bauchi metropolis, Nigeria, using the Theory of Planned Behavior 
(TPB). Quantitative research approach using survey design was adopted. Data was 
collected using closed-ended questionnaires randomly distributed to a sample of 300 
potential homeowners out of which 235 were considered valid for the analysis. Both 
descriptive and inferential statistical tools such as factor analysis and Partial Least 
Square-Structural Equation Modeling (PLS-SEM) were used to analyze the data using 
SPSS21 and SmartPLS2 software. Overall, the research found that perceptions on 
mortgage financing was significant in predicting intention of using mortgage in 
financing housing construction because the model predict 77.6 percent (R
2
=0.776) of the 
variance. Thus, potential homeowner‟ perception on mortgage have significant effect on 
their intention of using mortgage in financing homeownership in Bauchi metropolis, 
Nigeria. Religiosity was found to be the most significant determinant (β=0.409; t-
value=7.3662) of intention of using mortgage in financing house construction followed 
by subjective norm (β=0.267; t-value=3.144) and perceived behavioral control (β=2.06; 
t-value=2.393). However, attitude and knowledge of mortgage were found not to have 
significant effect on intention of using mortgage financing.  
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ABSTRAK 
 
 
 
 
Gadai janji untuk pembiayaan pembinaan rumah adalah penting bagi pemilikan rumah 
di Nigeria. Kajian ini menilai persepsi bakal pemilik rumah ke atas pembiayaan gadai 
janji dari segi sikap, norma subjektif, tanggapan kawalan tingkah laku, keagamaan dan 
pengetahuan pembiayaan gadai janji bagi menentukan bagaimana persepsi ini 
mempengaruhi niat untuk menggunakan gadai janji dalam pembiayaan pembinaan 
rumah dalam metropolis Bauchi, Nigeria , dengan merujuk kepada Teori kelaku 
dirancang (TPB). Pendekatan kajian melalui kaedah kuantitatif telah digunapakai. Data 
diperolehi melalui penggunaan borang soal selidik yang diedarkan secara rawak kepada 
300 bakal pemilik rumah di mana 235 telah dianggap sah untuk analisis. Kedua-dua  
kaedah statistik; deskriptif dan inferensi seperti analisis faktor dan Partial Least Square-
Structural Equation Modeling (PLS-SEM) telah digunakan untuk menganalisis data 
menggunakan SPSS21 dan perisian SmartPLS2. Secara keseluruhan, kajian ini 
mendapati bahawa persepsi ke atas pembiayaan gadai janji adalah penting dalam 
meramalkan niat untuk menggunakan gadai janji dalam membiayai pembinaan rumah 
kerana model meramalkan 77.6 peratus (R2 = 0.776) daripada varians. Oleh itu, potensi 
persepsi pemilik rumah terhadap gadai janji mempunyai kesan yang besar ke atas niat 
mereka untuk menggunakan gadai janji bagi membiayai pemilikan rumah di metropolis 
Bauchi, Nigeria. Keagamaan didapati penentu yang paling penting (β = 0.409; t-value = 
7.3662) daripada niat untuk menggunakan gadai janji dalam membiaya pembinaan 
rumah diikuti oleh norma subjektif (β = 0.267; t-value = 3.144) dan kawalan tingkahlaku 
(β = 2.06; t-value = 2.393). Walau bagaimanapun, sikap dan pengetahuan gadai janji 
didapati tidak mempunyai kesan yang besar ke atas hasrat untuk menggunakan 
pembiayaan gadai janji. 
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CHAPTER 1 
 
 
 
 
INTRODUCTION 
 
 
 
 
Mortgage financing has been instrumental in the attainment of homeownership status in 
most countries of the world. In most countries of the world, particularly the advanced 
countries, homeownership is mostly achieved through mortgage financing. However, in 
Nigeria, the attainment of homeownership is through individual housing construction 
where potential homeowners either through using their personal saving or mortgage 
arrangement construct their houses incrementally. This accounts for over 80-90 percent 
of housing provision in Nigeria (Wapwera, 2011). The other sources of housing 
provision in Nigeria are public housing, institution housing and the private 
developments. These accounted for only a fraction of housing provision in Nigeria. The 
Nigerian National Housing Policy (NHP, 1991) makes provision for mortgage to 
potential homeowners for the construction of their houses. 
 There are broadly two forms of mortgage for housing construction in Nigeria. 
They are the conventional mortgage and the Islamic mortgages. The Islamic financing is 
still at it infancy level in Nigeria. The First and only Islamic Bank in Nigeria is Ja‟iz 
Bank Plc which officially started operations in 2012 and it is not yet operating nationally 
but rather regionally (CBN, 2015; Ja‟iz Bank, 2015). This research focuses only on the 
perception of potential homeowners on conventional mortgages for financing individual 
house construction.   
              The remainder of the chapter discussed the general motivation behind the 
research, termed research background, the problem that necessitated the research. 
Subsequently, the aim of the research is specified as well as the research questions that 
the research answered. The research objectives were formulated to achieve the research 
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aim. The research hypotheses were presented. The scope of the research as well as the 
significance of the research is presented in this chapter. Finally, the structure of the 
thesis was also presented in this chapter. 
 
 
1.1 Research background 
 
 
Over the years housing has been considered amongst the most pressing needs of 
mankind; the most important asset of man; and an important determinant of quality of 
life (Adedokun et al, 2012; Nkyi & Dinye, 2013; Sandhu, 2013; Afrane et al., 2014). In 
specific terms, the provision of housing is achieved by the interaction of different but 
related crucial factors in the economy comprising land, building material, finance and 
labour. The interaction of these factors creates series of social and economic 
opportunities. Socially, housing provides accommodation and shelter to mankind 
thereby facilitating his wellbeing. Owning a house imposes civic and social commitment 
on the owner (Campbell, 2012). Housing ownership is achieved through mortgage 
financing. Afrane et al. (2014) noted that mortgage is the most effective source of 
housing finance. He argued that even in developed countries mortgage finance remains 
inevitable in housing development and acquisition. 
Mortgage financing is a form of home financing involving the granting of long 
term loan for housing construction. Ukpai et al. (2013) defined mortgage as an 
arrangement under which an individual borrow money from a lender to construct a 
house and pledge same property, such that the lender foreclose the said property in case 
of default by the borrower. Mortgage finance comes in various forms depending on a 
country‟s regulatory frame works, institutional sophistication and the general macro-
economic setting. For instance, Campbell (2012) classified mortgage systems into three 
categories: the deposit-finance lending mortgage, the securitized mortgage system and 
the covered bond mortgage system. The former falls under primary mortgage market 
and the latter two fall within the secondary mortgage market. The first category involves 
the direct mortgage transaction between the lender and the borrower where the lender, 
who is the originator of the loan, holds the loan and issue deposit to finance it.  
3 
 
Both securitized mortgage system and covered bond mortgage system fall within 
the confine of secondary mortgage market, which is a market where existing mortgages 
are transacted. The market plays a significant role in the provision of sustainable 
housing finance in the advanced economies and some emerging economies. For 
instance, the economies of US, UK, Australia and many advanced nations thrive on 
vibrant secondary mortgage market. On the emerging economies side, the success of 
Malaysian secondary mortgage, through Cagamas, is worthy of emulation by other 
developing economies (Pryce & Springis, 2009; Islam et al, 2011; Leong, 2013).  
On the other hand, mortgage system is less developed in developing countries 
(Afrane et al., 2014). Warnock & Warnok (2008) attributed this disparity to differing 
level of development and standardization of secondary mortgage market. Nigeria is an 
example of developing country without a robust secondary mortgage market (Ukpai, et 
al., 2013). The source of mortgage finance is essentially the primary mortgage market 
through Primary Mortgage Institutions (PMIs), and Money Deposit Banks (Commercial 
banks). Studies found that these sources of mortgage financing have not provided the 
much needed finance to meet the housing needs of Nigerians (Ajibola, Oloyede & Oni, 
2009). Several studies, such as Afrane et al. (2014), Windapo & Cattel (2013), 
Folurunso, Khan & Olowoyo (2012); attributed the failure of mortgage financing to high 
interest rate, inaccessibility, non-affordability, short-term repayment period, 
cumbersome loan requirement and the macro-economic environment.  
The situation is not different in Bauchi state, Nigeria, as potential home owners 
experience difficulties which shape their perception on mortgage negatively (Aliyu, 
Usman & Alhaji, 2015). Considering the cultural and ethno-religious setting of Nigeria, 
and Bauchi in particular, the perception of potential homeowners on mortgage financing 
might be shaped by their attitude toward mortgage, perceived ease or difficulty of 
obtaining mortgage, their subjective norm, religiosity, knowledge of mortgage; and 
ultimately these may determine their intention to use mortgage in financing house 
construction. Thus, this research seeks to evaluate the perception of potential 
homeowners on mortgage in financing homeownership in Bauchi metropolis, Nigeria. 
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1.2 Research problem 
 
 
The need for residential housing construction is certain, because population never stop 
changing. This is true of Nigeria with an estimated population of about 170 million 
people growing at a rate of 3.2 percent and urbanization rate of 50 percent which are 
projected to reach 203.7 million and 60 percent by 2025 respectively (Federal Ministry 
of Lands, housing and Urban Development „FMLHUD‟, 2014a). Such changes require 
an inevitable change in residential development to provide the housing need of the 
nation. However, there seems to be an imbalance in the pattern of changes in these 
related but conflicting variables. While population seems to change in geometric order, 
residential development changes in arithmetic proportion. This is evidenced in the 
Nigeria housing deficit figure which is estimated to stand at about 17-23 million housing 
units (FMLHUD, 2014a). 
To balance this conflicting scenario, huge capital is required to finance the 
deficit. Nigeria currently requires N10trilion (RM212 billion) annually over the next 
five years to meet the housing needs of Nigerians (Chike-Obi, 2013). It is quite evident 
that these mega sum cannot be realized using the traditional source of finance 
considering the low income earning of most Nigerians (Oganba, 2009), traditional 
setting, and complex macro-economic situation (Ajibola et al., 2009), as well as the 
general poverty level which is estimated to be above 50 percent (National Bureau of 
Statistics „NBS‟, 2012a). 
The mortgage system which proved successful in other countries in addressing 
the housing needs could not achieve the expected success in Nigeria. Furthermore, there 
appears to be a relationship between the rate of mortgage finance and homeownership 
rate in many countries of the world especially the advanced nations. For instance, in 
U.S., UK, and Australia, mortgage rate to GDP was put at 67, 83 and 74 percent with 
homeownership rate at 67, above 70, and 70 percent respectively (Pryce & Springis, 
2009; Calza, Monacelli & Stracca, 2009; Swindler, 2011). However, the situation in 
Nigeria is completely different, with mortgage rate to GDP estimated at only 0.76 
percent (FMLHUD, 2014b) while the homeownership rate of existing dwellings is 68 
percent (NBS, 2013). This indicated that the bulk of the housing units are not provided 
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through mortgage but rather through traditional means of using hard earned equity to 
incrementally develop the houses. 
Wapwera et al. (2011) noted that unlike developed nations who have well 
organized mortgage system, Nigerian Mortgage system is weak. This necessitated 
potential homeowners to finance their housing development through the traditional 
informal method of self-help, because most of them could not afford or access the 
formal mortgage system, either due to cumbersome procedures and their perception 
towards mortgage in financing homeownership (Aliyu et al., 2015).  
The perception on mortgage determines its demand which is low in Nigeria. A 
CBN (2014b) credit condition survey revealed that there is a negative change in 
household‟s demand for mortgage in the second quarter of 2013 at -1.4 percent and a 
mild positive change in the fourth quarter of the same year at 1.4 percent. This indicated 
a low demand for mortgage among Nigerian households and explained why there is no 
viable secondary mortgage market in Nigeria, because it only thrives where there is 
significant demand for mortgage (Ojo, 2009).  
However, despite these glaring problems and evidences, there is limited 
empirical research to ascertain the influence of perception on mortgage in determining 
the intention to use mortgage in financing housing construction. Most, if not all, 
researches focus on supply of mortgage giving little emphasis on the demand side which 
is equally important (Opoku & Abdul-muhmin, 2013). For instance, Udeokanem (2012) 
studied the performance of mortgage institutions in Nigeria; Ibuoye (2009) investigated 
the performance of mortgage assets against other investment media using total return 
and mean variance deviation model; Ezimou et al. (2014) examined mortgage 
institutions as source of finance using descriptive statistics. They however asked bankers 
about the borrowers‟ perception on their performance. Anyochuku (2011) examined the 
operation of mortgage institutions in Nigeria. Even though these studies and many 
others found some of the problems affecting mortgage financing, the perceptions of 
potential homeowners on those constraints and how they affect their intention to use 
mortgage have not been empirically evaluated 
Similarly, religious perception on mortgage is negative due to interest (usury) 
that is against the tenets of religion (Abdul Razak & Taib, 2011; Amin, Abdulrahman & 
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Abdulrazak, 2014). The two major religions in Nigeria-Islam and Christianity both 
forbade borrowing with interest and consider such abominable. There had been much 
call for the introduction of non-interest based mortgages in Nigeria (Funmilola, 2011). 
However, past research effort did not evaluate the religious perceptions of potential 
homeowners on conventional mortgages that warrant the call for its alternative. 
Also, the subjective norms do not always favour mortgage financing because 
borrowing is sometimes seen as weakness and has social stigma attached to it (Aliyu et 
al., 2015; Karlan & Zirman, 2007). Pirinsky (2012) found that people who are likely to 
borrow are mostly who are likely to deviate from social norm. Also, the perceived 
ability of potential home owners to overcome the constraints of mortgage financing is 
also poor in Nigeria (Aliyu, Kassim & Martins, 2011). Similarly, knowledge of 
mortgage financing among Nigerians is also low (Ezimou, Onyejiaka & Emoh, 2014). 
Aliyu et al. (2015) postulated the influence of perception on mortgage financing but did 
not empirically ascertain how it influences intention and willingness of using mortgage 
in financing house construction. 
The Theory of Planned Behavior (TPB) which has assume broad applications 
and proved effective in predicting financial behaviors (Xiao, 2008) has not been 
explored in mortgage financing in Nigeria. According to Ajzen (2002), Theory of 
Planned Behavior (TPB) held that human actions or inactions are guided by three 
considerations: „behavioral belief‟, „normative belief‟ and „control beliefs‟. These 
considerations produce either favorable or unfavorable „attitude‟, „subjective norm‟, and 
„behavioral control‟ respectively; and lead to the formation of behavioral intention. 
Therefore these norms and other factors influence potential homeowners‟ perception on 
mortgage and ultimately affect their intention to borrow in financing their home 
construction. As pointed out by Ukpai et al. (2013), attitude toward mortgage financing 
is poor in Nigeria. 
 From the foregoing discussion therefore, there is a gap in knowledge and 
research pertaining to perception on mortgage and intention to use mortgage in 
financing house construction. Therefore, this research will attempt to fill this gap within 
the context of the Theory of Planned Behavior (TPB) by evaluating how perception on 
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mortgage determine intention to use mortgage in financing house construction in Bauchi 
metropolis, Nigeria. 
 
 
1.3 Research Context: Bauchi Metropolis Nigeria 
 
 
The context of this research is within the Bauchi metropolis, Bauchi state of Nigeria. 
Bauchi metropolis is the capital of Bauchi state. The city has predominantly Muslim 
population (Bauchi State Government, 2015). It is located at 10
018‟N and 9050‟E 
coordinates. It was part of the larger then North-east region of Nigeria before it was 
given a state in 1976. The city occupies an area of 3,687km
2
 with a population of 
585,221 people and about 89,951 housing units. Home ownership of the existing 
dwellings through individual housing construction is put at 96 percent while that 
provided by the public authority and institutions accounted for only 0.2 and the 
remaining 3.8 are mainly renters in the houses developed by private developers (NBS, 
2012). 
 Bauchi metropolis is chosen as a case for this research because of its strategic 
peculiarities. Presently, the North-Eastern region of Nigeria is plagued with „Boko 
Haram‟ insurgency that resulted to displacement of about 1.5million people from Borno, 
Yobe and Adamawa where substantial amount of the displaced flee to Bauchi due to 
relative peace enjoyed in Bauchi (Jushing & Read, 2014). 
 Similarly, looking at the rate of home provision through individual construction 
which is put at 96 percent, the choice of Bauchi as the case of this research is justifiable. 
This shows the relative importance of Bauchi metropolis on the subject matter. 
 
 
1.4 Research aim 
 
 
The aim of this research is to evaluate the effect of potential homeowners‟ perception 
toward mortgage on their intention to use mortgage in financing housing construction in 
Bauchi metropolis, Nigeria. 
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1.5 Research questions 
 
 
 In order to achieve the research aim, this research provided answer to the following 
research questions: 
i. What are the perceptions of potential homeowners on mortgage in financing 
housing construction in Bauchi metropolis? 
ii. To what extent do potential homeowners intend to use mortgage in financing 
their housing construction in Bauchi metropolis? 
iii. How does potential homeowners‟ perception on mortgage influence their 
intention to use mortgage in financing their housing construction in Bauchi 
metropolis? 
 
 
1.6 Research objectives 
 
 
1. To evaluate the perception of potential homeowners on mortgage in financing 
housing construction in Bauchi metropolis, 
2. To investigate the extent to which potential homeowners intend to use mortgage in 
financing their home construction in Bauchi metropolis. 
3. To determine the effect of potential homeowners‟ perception on mortgage on their 
intention to use mortgage in financing their housing construction in Bauchi 
metropolis, Nigeria. 
 
 
1.7 Scope of the research 
 
 
The scope of this research covers only the housing construction by individuals. This 
involves potential homeowners who owned land and are in the process of developing 
their homes in Bauchi metropolis, Nigeria. Therefore it covers the three areas in Bauchi 
metropolis where active residential development was currently ongoing. 
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 In Nigeria, residential housing is provided through four basic ways. Firstly, the 
public housing development where government developed houses either as low cost 
housing scheme to its employees or social housing; secondly, institutions develop 
houses for their staff; thirdly, private developers develop houses either for outright sale 
or through installment payment; finally, private individuals developed their own houses 
incrementally either through equity or mortgage borrowing. The last category accounts 
for about 90 percent of housing provision in Nigeria (Wapwera et al., 2011)  
 
 
1.8 Significance of the research 
 
 
Specifically, this research would have the following implications: 
1. The research provided the basis upon which policy makers can review the mortgage 
finance policy to reflect the yearning and aspiration of the citizens. This would 
ensure an all-inclusive policy that accommodates the diverse perception and beliefs 
of the populace. 
2. The research provided an alternative view of mortgage financing problems from the 
potential borrowers‟ perspective and panacea to the seemingly intractable problems 
of housing construction financing. 
3. The research provided financial institutions, investors and developers in residential 
market with the basis to understand the perception of the populace on mortgage 
financing; thus, enables them to take decisions that ensure maximum return on 
investment, minimal risk and immunity to socio-cultural norms of the society. 
4. The research also bridged the gap in knowledge by bringing forward the application 
of theory of planned behavior into residential development financing. The influence 
of belief on perception and attitude which influence decision to borrow in financing 
housing construction is an important factor in financing development which past 
research effort, in Nigeria, failed to capture. 
5. It will also help the community in overcoming the problem of dearth of long term 
house construction finance that suits their circumstances. 
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1.9 Research hypotheses 
 
 
In order to achieve the research aim, the following alternate research hypotheses were 
formulated based on the literature review. 
 
H1: Potential homeowners‟ attitudes toward mortgage have significant effect on 
intention to use mortgage in financing housing construction. 
H2: Potential homeowners‟ subjective norms have significant effect on their intention 
of using mortgage in financing housing construction. 
H3: Potential homeowners‟ perceived behavioral control have significant effect on 
their intention to use mortgage in financing housing construction. 
H4: Potential homeowners‟ familiarity/knowledge of mortgage has significant effect 
on their intention to use mortgage in financing housing construction. 
H5: Potential homeowners‟ religiosity (religious perceptions) on mortgage has 
significant effect on their intention of using mortgage in financing housing 
construction  
H6 Potential homeowners‟ intention of using mortgage in financing homeownership 
through housing construction is determined by their general perception on 
mortgage financing in terms of their attitude toward mortgage, subjective norms, 
perceived behavioral control, religiosity as well as knowledge of mortgage 
financing. 
 
 
1.10 Thesis structure 
 
 
The thesis is structured into five chapters. This chapter 1  introduces the research by 
giving the general background to the research which include the research problem, the 
research aim, questions and objectives as well as the significance of the research, the 
scope and the formulated hypotheses based on which the conceptual model was 
presented. The rest of the thesis is structured as follows. 
Chapter 2 reviews past literatures that focus on housing, homeownership, 
homeownership financing, mortgage financing. Mortgage financing in Nigeria was 
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review by looking the sources of the mortgage financing as well as the constraints that 
are militating against the progress and development of a vibrant mortgage system in 
Nigeria. Theories related to the research such as Theory of Reasoned action (TRA), 
Theory of Planned Behavior (TPB) were reviewed.  Finally, based on the entire 
literature review, the theoretical framework of the research was set-forth. 
Chapter 3 discussed the research methodology. It discussed the research 
approach adopted in the research. The research design technique was also discussed. 
These were quantitative and survey research respectively. The population of the research 
from which sample was drawn was specified in this chapter. The sample of the study 
and sampling method used were discussed in this chapter. The method of data collection 
and the instrument used was also discussed. The pilot survey of the instrument was also 
discussed in this chapter. Finally, the method of data analysis used was also discussed in 
chapter 3. 
Chapter 4 present the data collected and show the result of the collected data 
arrived at using descriptive statistical techniques, factor analysis and partial least squares 
regression. The analysed data was also discussed.  
Chapter 5 Summarized the result analyzed in chapter 4. The research 
implications and contribution was discussed. Recommendation for further research was 
also offered. Finally, the chapter concludes the research findings. 
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CHAPTER 2 
 
 
 
 
LITERATURE REVIEW 
 
 
 
 
2.1 Introduction 
 
 
Various studies, such as Renaud (1996), Listokin & Wyly (2000), Nkyi & Dinye (2013), 
Afrane et al. (2014) Abd Aziz, Hanif & Singaravello (2011), Adedeji & Olutuah (2012); 
have pointed out the importance of housing in the life of man; with some attributing it as 
a necessity to mankind. Although housing serves various needs and purposes, much 
concern on it has been on its form of tenure with ownership taking the center stage. 
Homeownership has been a topic of discussion among scholars with some arguing for it 
while others are arguing against it. Critics of homeownership argued that 
homeownership impedes mobility and exert differentiation among the different income 
groups (Phang, 2010). A homeowner tends to be immobile than a renter who is 
relatively more free to move at his own discretion. This mobility constraint may affect 
the labor force of a country and consequently hinders production and economic 
restructuring.  
Similarly, homeownership is mostly biased in favor of the higher income groups 
of the society against the overwhelming majority at the base of the income pyramid who 
are severely affected by affordability constraints (Phang, 2010). Bluestone (2012) is of 
the opinion that most of the critics of homeownership are concerned by the fact that it 
may encourage “suburban developments and undermined inner cities” which may be 
unsustainable. 
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However, these criticisms are countered severally by the many benefits of 
homeownership. Of the benefits of homeownership are the positive externalities to the 
community and the society in general in terms of better maintenance of the property and 
the incentives for the owner to be a good citizen (Phang, 2010) as well as the accordance 
of prestige and social cognizance status of the community bestowed on homeowners. 
The problem of immobility is off-settable by strong and vibrant mortgage market. 
However, despite the importance of housing and homeownership, it is still scarce and 
inadequate especially in the developing nations (Emoh & Nwachukwu, 2011; Ibem, et 
al., 2012; Opoku & Abdul-Muhmin, 2013). This trend is attributed to many factors 
ranging from finance, cost of building material, difficulty of obtaining and transferring 
title documents, failure of contracting enterprise, amongst others. 
Windapo & Cattel (2013) examined the key challenges perceived by stakeholders 
affecting construction performance in South Africa and identified cost of building 
material as the key challenge facing development followed by access to mortgage. 
However, this study focused on construction industry in general and uses a small sample 
size using non-probability snowball sampling. The limitation of this study is that 
generalization of its finding became difficult in housing context. Finance in most cases 
is regarded as the most important factor in residential development.  
The works of Listokin et al. (2000) and Renaud (1999) laid emphasis on the 
desirability of housing finance to achieve homeownership. Homeownership financing 
involves the interaction of institutions in the market that is concerned with the flow of 
fund for the acquisition or development of homes. Homeownership is capital intensive 
and requires huge capital. Foo (2000) argued that the acquisition of real estate asset 
involves large capital outlay, which is in most cases beyond the reach of most people. 
Specifically, homeownership financing comes from various sources. While 
Ajibola et al. (2009) categorized these sources of financing into conventional and 
contemporary sources; Ibuoye (2009) categorized them into Traditional source and 
modern source. In specific term, housing finance is sourced from mortgage, equity, 
REITs, leverages (Bandyopadyay & Saha, 2010; Babawale & Abolore, 2013). The 
financing options can therefore be categorized into the formal mortgage financing and 
the informal homeownership financing options. 
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The rest of the chapter reviewed extant literatures on mortgage financing, 
perception on mortgage as well as various theories related to the research. 
 
 
2.2 Mortgage financing 
 
 
Mortgage financing is a type of credit transaction involving the granting of long term 
finance for acquisition and construction of houses. Ukpai et al. (2013) defined mortgage 
as a contract under which a potential homeowner borrow money from a lender to either 
construct or purchase a property and pledge same property, such that the lender‟ 
foreclose the said property in case of default by the borrower. Thus, mortgage is a 
channel whereby those who wish to construct or acquire house borrow and repay in 
installments, with the said house or another as security collateral. 
 Afrane et al. (2014), in examining innovative housing finance in Ghana, 
considered mortgage as the most effective means of housing financing. They argued that 
even in the advanced nations, mortgage is indistinguishable from homeownership. 
Worthington (2009) posits that mortgage for owner-occupied houses account for more 
than 85 percent in Australia. Homeownership rate in Australia harbors around 70 
percent (Kupke & Rossini, 2011). Similarly, Bandyopadyay & Saha (2010) found that 
mortgage for houses constitute almost 80% of real estate market in India. In the same 
direction, Opoku & Abdul-Muhmin (2013) emphasize that more emphasis in housing 
provision is given to mortgage finance.  
Mortgage financing has been instrumental in the acquisition and construction of 
home. Households have a dominant asset and a dominant liability. The dominant asset is 
the ownership of homes they hold while the dominant liability is the mortgage debt they 
owe to assume ownership of their house (Hinch et al., 2015; Campbell, 2012). A 
Eurozone study confirmed the dominance of mortgage debt in the totality of households‟ 
debt. The mortgage debt constitutes the average of 63 percent of the total households‟ 
debt in Euro area (Ehrmann & Ziegelmeyer, 2014).  
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2.3 Primary mortgage market 
 
Primary mortgage market is a market based on depository system where the lender 
originate the loan, underwrite it, and pass the loan to the borrower through deposit 
financing.  Pal & Hossain (2014) defined primary mortgage market as the market based 
on depository and direct lending institutions and the specialist mortgage banks that 
provide the mortgage loan into different modes. A primary mortgage market is the 
market where originations of new mortgages take place and the genesis of securities 
which were actually created there (Ukpai et al. 2013). The dominant primary lenders are 
commercial banks, savings associations, mutual savings banks and mortgage banks. 
Specifically, the primary mortgage market is made up of primary mortgage lenders that 
originate new mortgage loans for borrowers. 
 Primary mortgage market arrangement has the advantage of low risk and ease of 
modification because the originators will carefully underwrite the loan to avoid default. 
However, it is limited to available local deposit which may pose liquidity problem and 
funding mismatch because of long term maturation of mortgage loan compared to 
deposit (Campbell, 2012). In other words, lenders have to always meet the demand of 
their depositors because deposits usually have short term duration while mortgage 
financing require long term funding which cannot be effectively met by deposit. 
 The primary mortgage market is based on the Originate-to-hold (OTH) mortgage 
where by banks hold their loans assets on their portfolio and grow the books either 
through new deposits or through mergers. Under this model the credit worthiness of the 
borrower, his level income, and availability of collateral are the main requisite for 
originating the loan. Under the OTH model, the creditworthiness of potential borrowers 
is scrutinized by issuers who had the incentive and duty to do so because the issuers held 
the loans on their balance sheet and in case of default they bore the full brunt 
(Buchanan, 2015). 
 The shortcoming of primary mortgage market stems from the liquidity 
constraint, high cost and interest rate risks. These anomalies were discussed in the 
preceding section under sources of mortgage finance. These problems could be linked to 
why mortgage financing of most developing countries, which are dominated by primary 
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mortgage market, is underdeveloped. This is evidenced in a cross country study by 
Warnock & Warnock (2008) who examined the housing finance structure of 62 
countries and found that countries with deeper housing finance system have stronger 
legal rights for borrowers and lenders, deeper credit information and more stable macro-
economy; which explain the variation in housing finance system among developing 
countries which are dominated by primary mortgage market. The functionality of 
primary mortgage which is essential for economic development depends largely on the 
Macroeconomic stability. A stable macro-economy ensures the development of the 
primary mortgage market which is prerequisite to developing secondary mortgage 
market. 
 The traditional primary mortgage market is based on the bundled mortgage 
model in which the portfolio lender perform four major functions of mortgage 
origination, servicing, funding and risk management (Ojo, 2009). The model is 
presented as Figure 2.1 below. The major function in the model is that of origination, 
underwriting which is necessary for the servicing and management of risk as well as the 
funding. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2.1: Traditional mortgage model (Ibuoye, 2009) 
 
 
 
 
 
 
 
 
 
 
 
Borrowers 
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2.3.1 Origination 
 
 
Origination in mortgage entails the sequences of the functions that are necessary to form 
a mortgage contract. It is the first process whereby the borrowers come into contact with 
the lender to negotiate mortgage contract. Ojo (2009) identified some of the functions at 
origination stage as follows: 
 Finding the borrower, using a variety of distribution channel and marketing 
tools.  
 Collecting information about the borrower, loan, and property needed to 
underwrite the loan.  
 Underwriting the loan  
 Getting any required investor approvals and obtaining all appropriate legal and 
other documents designed to protect the interest of the investor and support for 
the underwriting decision.  
 Arranging for collection of property taxes and insurance, as well as any 
mortgage insurance that may be required to protect the investment.  
 Closing the loan and presenting required disclosures of interest and settlement 
cost.  
Thus, mortgage origination involves all the procedures from the beginning until 
mortgage contract is created. One of the most important element is the mortgage 
underwriting. 
 
 
2.3.2 Mortgage Underwriting 
 
 
Mortgage underwriting is the process of scrutinizing the applicant to ensure that before 
mortgage is advanced, the applicant met all the requirements. This is the first risk 
management step. The major consideration is standardization of the mortgage based on 
certain risk management criteria. The objectives of this process as identified by Ojo 
(2009) include controlling the risk of default; to ensure the legal and documents 
requirements are satisfactory; to ensure financial capability; and to meet the prudential 
requirement of other parties who have interest on the mortgage product.  
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 Controlling the risk of default involves watching the probability of incurring cost 
associated with default losses.  Legal right for both parties is essential in the mortgage 
contract (Warnock & Warnock, 2008). Meeting the legal requirement will enable the 
mortgagee to foreclose the mortgaged property in case of default. Financial capability 
on the other hand ensures that the mortgage can be serviced by the borrower at the 
stipulated time without delay. The mortgage is underwritten also in order to meet the 
requirements of regulators and the secondary market investors in situation where by the 
mortgagee intend to secure funding from the capital market. 
 These objectives are achieved through certain required criteria that Afrane et al. 
(2014) called 5Cs lending criteria: character, capacity, capital, collateral and conditions. 
However, Warnock & Warnock (2008) used different terms that encompass these 
criteria. This includes information on the borrower, ability to secure collateral and 
ability to appraise the property.  Information on the borrower provides hint on the credit-
worthiness of the borrower to tame the probability of default. This is normally achieved 
through credit history of the borrower. The ability to secure collateral put the lender at a 
safer site in case of default. However, without ability to determine the value of the 
collateral, there are tendencies that the lender may incur lost if default occurs. However, 
Ojo (2009) adopted Mahoney & Zorn (1997) 3Cs of mortgage underwriting which 
include collateral, credit reputation and capacity. This is presented in Figure 2.2 below. 
   
 
 
 
 
 
  
 
 
 
 
Figure 2.2: The 3Cs of Mortgage underwriting (Mahoney & Zorn, 1997; in Ojo, 2009) 
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 The figure shows the quality of mortgage investment. It involves the 
creditworthiness of the borrower and the collateral. The credit worthiness of a borrower 
is his credit reputation and his capacity to meet the mortgage obligations. The credit 
reputation is ascertained from the borrower‟s history of repayment, current account 
balance, balance inquiries, new account and age of accounts. The borrower that has 
history of prompt repayment, enough balance in his account and has been running the 
account a long term is most likely to fulfill all the mortgage requirements without 
default and vice versa. The capacity of the borrower is determined by his level of 
income, debt and cash reserve. A borrower with lower income, higher debt and low cash 
reserve is likely to default and vice versa. The collateral is determined based on the 
value of the property and the amount of down payment. Going by the option theory, 
lower property value and higher loan to value ratio increase the probability of default 
and vice versa. Therefore, considering these criteria during origination saves the lender 
from eminent risk. 
 
2.3.3 Servicing 
 
 
Servicing involves processing of mortgage payment and collecting the repayment from 
the borrowers. Under primary mortgage market arrangement, the lenders process the 
payment, collect the payment and in case of default foreclose the mortgage since the 
mortgage is held in their portfolio. This therefore involves information gathering and 
processing to ensure accurate accounting. Ojo (2009) identify some of the mortgage 
servicing functions which include: Collection of mortgage payments, accounting for all 
financial transactions, Collection of past due accounts, Foreclosure of mortgage in case 
of severe delinquency and Deposing of foreclosed property. Other servicing function 
includes administration of escrow account for taxes and insurance where applicable. 
 
2.3.4 Risk management 
 
In primary mortgage market, risk management is the responsibility of the lender. As 
noted earlier, the first risk management step was careful underwriting of the mortgage 
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loan during mortgage origination. This mitigates the default risk associated with the 
mortgage contract. Other risk that lenders manage includes the interest rate risk, 
commitment risk, pipeline risk and liquidity risk (Ojo, 2009). Risk is mitigated when the 
lender has the ability to appraise the property and to foreclose it in the case of 
delinquency, ability to have information on the creditworthiness of borrowers, 
macroeconomic condition is stable and the ability to mobilize fund through deposit (in 
case of primary mortgage market) to improve liquidity (Warnock & Warnock, 2008). 
The mortgage risks are also minimized through insuring the mortgage instrument 
against default.  
 
 
2.3.5 Funding 
 
 
Funding in the traditional primary mortgage market comes from the lenders. Since the 
primary mortgage market is a depository-based mortgages are financed by lenders 
through deposits they mobilized. However, deposits are short term in nature while 
mortgages have longer maturities. This poses maturity mismatch problem because short 
term liabilities are used to finance long term asset (Johnson, 2014). This necessitates the 
lenders to offer only variable rate to guide against interest rate risk (Warnock & 
Warnock, 2008). Reliance on deposit for funding creates paucity of funding. This is 
because deposits are restricted to a particular geographical area which has the potential 
of causing liquidity constraint. 
 The shortages of funding in the primary market compel lenders to seek 
additional funding from the secondary market from investors by distributing the 
mortgages they originated (Warnock & Warnock, 2008; Ojo, 2009; Micco et al., 2012; 
Johnson, 2014). 
 
 
2.4 Sources of mortgage finance 
 
 
Mortgage financing involves the flow of funds from the surplus unit of the economy to 
the deficit unit of the economy. The surplus units of the economy are those that build up 
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cash reserve through savings and are desirable of obtaining return on their foregone 
consumption. The deficit units, on the other hand, are those that require fund to 
construct or acquire home. The matching of the surplus units and the deficit units is 
achieved either through direct financing and indirect financing (Cetorelli, Mandel & 
Mollineaux, 2012). Because of the sizable cost in direct financing which involve issuing 
either debt instrument or equity by the deficit unit directly to the surplus unit, Cetorelli, 
Mandel & Mollineaux (2012) noted that indirect financing is justifiable. 
Indirect financing involves channeling of funds „in between‟ the surplus units 
and the deficit units such that an intermediary entity allocates the fund to the deficit 
units. The coming of financial institutions in between the surplus units and the deficit 
units in channeling the fund is called financial intermediation (Cetorelli et al., 2012). 
Clauretie & Sirmans (2006) noted that the surplus units involves the individual, business 
and government that either save their surplus earning, retirement benefits or insurance 
benefits with either of the financial institutions which include commercial banks, 
savings and loan association, pension fund, insurance companies and others. In 
summary, they identified the sources of mortgage financing to include commercial 
banks, savings and loan association, credit unions, and mutual savings banks. The 
interaction of these sources in between surplus units and deficit units is shown in the 
„flow of funds in the savings-investment cycle‟ as depicted in figure 2.3 below. 
Figure 2.3 below is a centralized financial intermediation model in which the 
financial intermediaries, the mortgage financing sources in this case, mobilized savings 
and credits from the surplus income unit of the society for onward mortgage lending to 
the borrowers, who are the deficit units, for the development or acquisition of home. 
With increased sophistication in lending and the advent of the originate-to-distribute 
model, the decentralized intermediation model is now used simultaneously with the 
traditional model (Olson, 2012; Bord & Santos, 2012; Mandel, Morgan & Wei, 2012). 
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Figure 2.3: Flow of funds in the savings-investment cycle (Clauretie & Sirmans, 2006) 
The decentralized model is beyond the centralized deposit funded and „hold to 
maturity‟ model in favor of the standardized securitization-based funding. As Cetorelli 
et al. (2012) put it, decentralized financial intermediation model differs from bank 
centered system because it is „one in which the matching of supply and demand for fund 
occurs along an extended “credit intermediation chain” with specialized markets and 
nonbanks institutions playing a part along the way‟. They depicted the fund flow chain 
diagram in decentralized intermediation model they called „credit intermediation chain‟ 
as shown in Figure 2.4 below. 
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NOTE: CP= Commercial papers; ABS= Asset-backed security; ABS CDO= Asset-backed security 
collateralized-debt obligation; ABCP= Asset-backed commercial paper; Repo= Repurchase agreement; 
NAV= Net asset value 
Figure 2.4: Credit intermediation chain (Cetorelli et al., 2012) 
 
The credit intermediation chain emphasized by Cetorelli et al. (2012) is to some 
extent an extension of the centralized financial intermediation. Compared with the 
Clauretie & Sirmans (2006)‟s centralized model, step one represent the centralized 
indirect financing while the remaining 6 steps represent the last segment, the secondary 
mortgage market. 
The sources of fund for mortgage financing generally come from numerous 
sources depending on the institutional sophistication and regulatory framework a 
particular country is operating. However, fund for mortgage financing, world over, 
come from commercial banks, mortgage institutions, pension funds, insurance 
companies, mutual funds, savings and loan associations and the capital market. 
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2.4.1 Commercial banks 
 
 
An important source of mortgage financing, and perhaps the most significant in many 
countries, is the commercial banks. Commercial banks are deposit-taking financial 
institution that specialized in business of lending the deposit to those needing credit. As 
Cetorelli et al. (2012) put it; banks are deposit-taking organization specialized 
essentially in the business of lending.  
Traditionally, the source of funding to banks is the deposit from individuals, 
businesses and government. These deposits are used to finance mortgages they hold to 
maturation in their portfolio (Bord & Santos, 2012). With increased sophistication in 
lending and fund requirement, banks strengthen their funding sources to bond, 
commercial paper financing and repurchase agreement (Bord & Santos, 2012). This 
extended source of funding to diversify their funding sources to rely not only on 
deposits, but also on bonds, commercial paper and Repo imply that such banks that 
employ the extended funding are actively involved in the capital market (Olson, 2012). 
Commercial banks have the economic advantage of originating mortgage 
financing because of their sound capital structure, funding base and the excellent 
expertise and skill in lending. This may be the reason why commercial banks accounted 
for the bulk of the mortgage origination in many countries (Leong, 2013; Crowford et 
al., 2013; Yanotti, 2014). 
However, traditionally, commercial banks lend on short-term basis due to their 
maturity structure and exposure to interest rate risk. Their maturity structure is such that, 
because they rely heavily on deposit funding, the deposit is mostly repayable on 
demand. This impaired the banks from making mortgage lending, which is long term in 
nature, with the short term deposit. Otherwise, maturity mismatch and gap will ensue 
(Emoh & Nwachukwu, 2011). Banks are also exposed to interest rate risk when their 
major funding source is deposit and their lending product is the Fixed Rate Mortgages 
(FRMs). In times of increasing market rate, they are enclosed in the initial contract of 
lower mortgage rates. The increase rate on deposit coupled with the fixed mortgage rate 
gives the banks a negative rate spread on their investment 
